RAFTELIS

To: Ms. Susan Rungren, General Manager i Ventura Water

From: Charles Diamond/Sudhir Pardiwala i Raftelis

Date: July 19, 2021

Re: City of San Buenaventura - Evaluation of a Water Resource Net Zero Fee Report: 2021
Update

Introduction

The City of San Buenaventura (City) implemented the Water RighBedication and Water Resource Net
Zero Policy (Ordinance No. 2016004 and Resolution No. 2016027) in August 2016to mitigate the
water resource impacts of new or intensifieddevi op ment on t he Ci tyllles exi sting
Ordinance establishea framework whereby new or intensified development dedicates water righitsthe
City, and if those water rights are insufficient to meet the projected additional water usage of the
development, the applicant can implement extraordinary conservation measures and/or pay a Water
Resources Net Zero Fee (Net Zero Fee). The Resolution established et Zero Fee, which is a one
time fee paid by newor intensified development Current Net Zero Fees are based on a Net Zero Fee
Study conducted in 2016 and documented in thevaluation of a Water Resource Net Zero Fee Bigert
2016, the City has annually increased the Net Zero Fee based on annual changes in the Engineering
News Record Constuction Cost Index (ENR-CCI) for Los Angeles.

The City engaged Ratftelis in 2020 to conduct a water and wastewater cost of service study to establish a

proposed fiveyear schedule of water and wastewater rates through FY 20626. As part of this rate stug,

City staff directed Raf tFeédharged perestimatea anaualtadieet (AE) t y 6 s N
of water demand Raftelis reviewed the 2016 Net Zero Fee calculations, developed recommended

changeshased on current information and calculatedan updated Net Zero Fee for FY 2021/22. This
memorandum summari zes the key results and recommend:
the Cityds Net Zero Fee.

Economic and Legal Framework fo r Development Fees

Water utilities in California typically charge new development a oriime fee to connect to the system.
These fees are commonly referred to as connection fees or capacity fees, and are herein collectively
referred to as development fees. There are two primary methods of detming development fees. The
Equity Buy-in Method is based on the value of existing infrastructure already paid for by existing users.
The Incremental Method is based on additional capital costs required to serve new development. The
Cityods Ne mosiZleselp represeatsa development fee based on the Incremental Method. One
key caveat i s t hatisachpacityChatgy dne dedigned toZeeaver indremental
costs associatedolely with supplemental water supply projects.

Economic Framework

The basic economic philosophy behindevelopmentfees is that the costs of providing water service

should be paid for by those that receive utility from theervices renderedn order to effect fair

distribution of the value of the system, the fee should reflect a reasonable estimate of the cost of providing
capacity to newor intensified development and not unduly burden existing users. Accordingly, many
utilities adopt this philosophyas aguiding principle when developinga developmentfee structure. The
philosophy that service should be paid for by those that receive utility from tkerviceis often referred to
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Associationd Blanual M1, Principles of Water Rates and Charges

Legal Framework

The City reserves broad authority over the pricing of watelevelopmentfees. The most salient limitation
on this authority is the requirementhat recovery costs on new development bear a reasonable
relationship to the needs and benefits brought about by the development. Courts have long used a
standard of reasonableness to evaluate the legalitydefvelopmentfees. The basic statutory standards
governing water and wastewatedevelopmentfees are embodied by Government Code Sections 66013
and 66016. Government Code Section 66013, in particular, contains requirements specific to pricing
capacity charges

ONotwithstanding any other provision of | aw, whe
sewer connections, or imposes capacity charges, those fees or charges shall not exceed the estimated reast
cost of providing the service for widdke or charge is imposed, unless a question regarding the amount the
fee or charge in excess of the estimated reasonable cost of providing the services or materials is submitted ft
and approved by, a popular vote ehivds of those electorsvating t he i ssue. 0

Section 66013 also includes the following general requirements:

» Local agencies must follow a process set forth in the law, making certain determinations
regarding the purpose and use of the fee; they must establish a nexus or relationsbipreen a
development project and the public improvement being financed with the fee.

» The developmentfee revenue must be segregated from the general fund in order to avoid
commingling of developmentfees and the general fund.

2016 Net Zero Fee Calculation

TheCi t yds cur r eishaseti@athe cleulation shewa in Table helow. The Net Zero Fee

was designed to recover the costs associated with developing water supplies to serveonéwensified
development. Therefore, the total estimated capitcost (including financing costs) associated with select
supplemental supply projects was simply divided by the annual water supply yield to establish a Net Zero
Fee per acrdoot per year (AFY). The supplemental supply projects used for the 2016 Net ddfee
calculation included potable reuse, restoration of the Foster Park Wellfield, and desalinatidsi.the time

of the 2016 Net Zero Fee study, these projects were identified in the Qitsoposed fiveyear Capital
Improvement Plan for 2016-2022. These supplemental water supply projects were estimated to cost about
$169 million and generate about 9,400 AFY afiew water supply. For further details on the 2016 Net

Zero Fee calculation, please refer to AppendiX, which includes the2016 Evaluation of a Water Resource
Net Zero Fee Repiorits entirety.
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Table 1: 2016 Net Zero Fee Calculation

gsi?:lzén::é (Szggggozz) $169.077,014 Eggegilsalzgﬁse, Foster Park Wellfield Restoration, &
Financing Cost $79,567,96 50%o0f capital costslebt financed @ 30 years/Shiterest

I Net Zero Cost Basis | $248,644,97
vield 9,398 AF gg\; g:::s)rn?l:g%%g ;[i?lgtizﬁtable Reuse, Foster Park Wellfiel
Net ZeroFee FY2016/17 $26,457/AFY = Net Zero Cost Basis + Yield
Net Zero Fee FY020/21 $28,680/AFY Escalatecannuallybased on Los Angel&NRCCI

The current Net Zero Feeshownin Table 1, was the cost per estimatedcre-foot per year of demand.
New or intensified development projectsire charged deebased on the following formula:

0 QO'QiI6& | 0 £ AWMA0 QOQI'GQR 0 O U QOQICEQ A WH Wi DBOOw

The Net Zero Demand Offset isproject-specific and represents the incremental increase in required water
supply due to thatprojectd snpactt o t he Ci tyds water syst émAFY)Tshe Net Z
calculated foreachcustomeb ased on projected new demand (based on

factors) after subtracting out historical water use at the property and any demand offsets (from the
dedication of water rights or offsets fronextraordinary conservation efforts). Figlr e 1 s hows
current method of calculating the Net Zero Demand Offset for each new connectiddo changes to the

t he Ci

Cityds existing sy s tspenifictdt ZecodDenmud OHsets aregoroposed as part efr

this update

Figure 1: Net Zero Demand Offset Formula

Projected Demand - Historical (Baseline) Use - Demand Offset = Net Zero Demand Offset

| | | 1

e T

i Local Demand Factors Active or Inactive City Water Rights/Credit and/or ;
i per 2020 Water Demand | ; meter serving i i Extraordinary Conservation | | ln f?:reget e
i Factor Study premises P Offset Pl

..................................................

Table 2 shows current FY 2020/21 Net Zerger unit fees for various customer categories before
accounting for historical use or demand offsets. The Net Zero per uifieis calculated simply by
multiplying the Net Zero Fee(in $/AFY) by the water demand factor (in AFY/unit). All water demand
factors shown are from t he Ci tAgtiasNetZ&@FRees Paadtbye r
customers may be less than what is shown in Table 2 if adjustments for historical useemdnd offsets
are applicable.
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Table 2: Current Net Zero Per Unit Fees (FY 2020/21)

Water Demand Water Demand

Category Factor (gpd/unit) Factor (AFY/unit) s~
Single-Family 294/du 0.33/du 59,464 per du
Multi-Family 209/du 0.23/du 56,596 per du
Accessory Dwelling Unit 154/ksf 0.17/ksf 54,876 per ksf
Office 38/ksf 0.04/ksf 51,147 per ksf
Medical/Dental Office 168/ ksf 0.19/ksf 55,449 per ksf
Hotel (w/ restaurant) 172/room 0.19/room 55,449 per room
Hotel/motel (no restaurant) 134/room 0.15/room 54,302 per room
Public & Institutional 68/ ksf 0.08/ksf 52,294 per ksf
School 20/student 0.02/student 5574 per student
Restaurant (sit-down) 673 /ksf 0.75/ksf 521,510 per ksf
Restaurant (fast-food) 870/ ksf 0.97/ksf 527,820 per ksf
Brewery 435 /ksf 0.49/ksf 514,053 per ksf
Bakery/Coffee Shop 149/ksf 0.17/ksf 54,876 per ksf
Grocery Store 156/ ksf 0.17/ksf 54,876 per ksf
Multi-Tenant Commercial 155/ ksf 0.17/ksf 54,876 per ksf
Single-Use Commercial 105/ ksf 0.12/ksf 53,442 per ksf
Self-Storage 286/acre 0.32/acre 59,178 per acre
Church 92 fksf 0.10/ksf 52,868 per ksf
Gym (w/ pool) 213/ksf 0.24/ksf 56,883 per ksf
Car Wash 1,081 /ksf 1.21/ksf 534,703 per ksf
Gas Station (w/ car wash) 2,342 fksf 2.62/ksf 575,142 per ksf
Gas Station 255/ksf 0.29/ksf 58,317 per ksf
Assisted Living 91/bed 0.10/bed 52,868 per bed
Park/Golf Course 1,720/acre 1.93/acre §55,352 per acre
*Not e: 0dudé = dwelling unit:; oOksfdé = 1,000 square

Based on the current FY 2020/21 Net Zero Fee of $28,680/AFY

Recommended Changesto Net Zero Fee Calculation Methodology

Raftelis thoroughly reviewed the 2016 Net Zero Fee study and discussed potential changes in
methodology with City staff. After careful consideration, Raftelis recommends that the general
calculation methodology be maintained. Howeve the following minor refinements are recommended:

» The 2016 Net Zero Fee calculation is based on castd yield assumptions for supplemental
supply projects from the Cityproposedfive-year Capital Improvement Planfor 2016-2022.
Raftelisrecommends that the updated Net Zero Fee calculation is based on costs and yield
associated with the VenturaWaterPure progranwhich will generate new water supplies through
indirect potable reuse. This change will ensure that the updated Net Zero Feeslzaeed on the
Cityds most current Capital | mprovement Plan rel
development.
» Raftelis recommends that financing costs be excluded from the updated Net Zero Fee
calculation. This proposed change will simplify the methodolog and is based on the assumption
4
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that VenturaWaterPure financing costsvill be recovered by water and wastewater rateln
addition, sinceVenturaWaterPure debt financing details have not yet been finalized, Raftelis
recommends that the most appropriategtion is to exclude financing costs from the updated Net
Zero Fee calculation.

» Raftelis recommends that theipdated Net Zero Fee calculation include discounting dtiture
VenturaWaterPure capital costs in order to account for the time value of moneégecaise Net
Zero fees are adjusted annually based on the ENECI to account for inflation, it is necessary to
discount future capital costs to ensure that inflation is accounted for appropriately.

Updated Net Zero Fee Calculation (FY 2021/22)

Table 3 shows the proposed FY 2021/22 Net Zero Fee calculation based on the recommended
methodological changes outlined in the preceding section. The proposed fee per AFY is calculated by
simply dividing the VenturaWaterPure cost basis by the VenturaWaterPure ide The proposed fee
results in a reduction of $5,874 per AFY relative to the current fee. This represents about a 20 percent
reduction. Raftelis recommends that the City continue to adjust the proposed Net Zero Fee annually
based on changes in the ENECI for Los Angeles.

The cost basis was determined based on VenturaWaterPpregram capital cost assumptions outlined in

Ra f t 2021iWatér and Wastewater Cost of Service and Rate Design Stutigt&epenturaWaterPure

program capital costs are estiated at $259,124,000Th e Ci t y6s Wast wawallocated Ent er pr i
approximately 41.9 percent of total VenturaWaterPurgrogram apital costs,and the Water Enterprise

was allocated the remaining 58 percent ($150,625,800). Total grant funding assumeal be available to

the Water Enterprisefs share of VenturaWater Pure caj
Water Enterprisebds share of c apaZemFeemstbasisoft o det er mi
$139,000,030. Raftelis then applied aidcount rate of 2.8 perceitto the undiscounted cost basis to

determine a final VenturaWaterPure cost basis for the Net Zero Fee calculation ($123,150,938).

The VenturaWaterPure yieldof 5,400 AFY in Table 3 equals the amount of new water produmn
projected to be generated by the VenturaWaterPure program by 2050 under normal water supply
conditions. By calculating the cost basis divided by yield, the recommended updated Net Zero Fee is
$22,806 perAFY of new water demand.

Table 3: Proposed FY 2021/22 Net Zero Fee Calculation

VenturaWaterPure Cost Basis $123,150,938
VenturaWaterPuréield 5,400AF
Proposed Net Zero Fee (FY 2021/22) $22,806AFY
CurrentNet Zero Fe¢FY D20/21) $28,680/AFY
Difference (%) (%$5,874)
Difference (%) -20.5%

1 The assumed 2.8 percent discount rate is equal to the weighted average interest rate applied to debt financed
VenturaWaterPure capital costs in 2@21 Water and Wastewater Cost of Service and Rate Design Study. Report
Discounting was applied based oe following formula:

01 Qi RODHO £ i ANAA QORI —MH'MI R Oé HOd QMR QQ Gi G ® OQAI i
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Table 4 shows a comparison of proposed FY 2021/22 and current FY 2020/21 Net Zero

Fees as calculatedor a single family residentialdevelopment The fees were calculated by multiplying
the fees per AFY in Table 3 by the single family residential water demand factor of 0.33 AFY per
dwelling unit. Note that the fees shown do not include any adjustments for historical use or demand
offsets.

Table 4: Single Family Residential Net Zero Fee Comparison

ProposedCustomerNet Zero Fee (FY 2021/22 $7,526 du
CurrentCustomemet Zero Fe¢FY D20/21) $9,464 du
Difference ($) ($1,938
Difference (%) -20.5%

445 S. Figueroa Street, Suite 1925, Los Angeles, CA 90071
www.raftelis.com



= RAFTELIS

Appendix

A: 2016 Net Zero Fee Study Report

Water Consultancy
3585 Maple Street. Suite 250

Ventura, California 93003
805-404-1467

Evaluation of a
Water Resource Net Zero
Fee Report

March 30, 2016

Revised May 11, 2016

Prepared for

City of San Buenaventura
501 Poli Street, Room 120
Ventura, CA 93002

WC-025

Exhibit A
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Section 1: Introduction

This evaluation summarizes the economic basis and development of a water resource net zero
fee, This recommended fee would apply to new or intensified development that requires an
increase in water service but does not transfer sufficient water rights to serve the proposed
development.

1.1 Background and Objectives

The City of San Buenaventura (City) owns and operates a water system that serves
approximately 32,000 service connections, within and outside the City boundaries. \Water is
supplied through 3 main sources: local groundwater from the Mound, Santa Paula, and Oxnard
Plain basins, treated water purchased from Casitas Municipal Water District (Casitas) and water
diverted from the Ventura River, Water service is provided o residential, commercial, industrial
and irrigation customers, including fire protection users. Recycled water from the Ventura Water
Reclamation Facility is also delivered to recycled water customers located along the existing
distribution system alignment.

The City water system is a complex syslem of 16 pressure zones, 11 wells, 21 booster stations,
approximately 380 miles of pipelines ranging from 4-inches to 36-inches in diameter, and a total
storage capacilty of approximately 52 million gallons (mg) in 32 tanks and reservoirs. The
system delivers water from sea level to a maximum elevation of over 1,000 feet, The City
operates three treatment facilities, including one membrane filtration treatment plant for surface
water sources on the west side of the City, and two ironfmanganese removal treatment plants
for groundwater sources on the east side’. The City also maintains and operates the Ventura
Water Reclamation Facility.

The City has previously prepared various water planning documents that address water
demands and supplies. These documents include the 2005 General Plan documents, Amended
2010 Urban Water Management Plan, and 2011 Water Master Plan. Because these documents
ware prepared for specific and different purposes, the water demand and supply projections
differ. The City prepared a Final 2013 Comprehensive Water Resources Report (CWRR) to
compare the water demand and supply projections in the previous reports and compare the
City's water demand projections with its available supplies. The City Council approved the Final
Report on June 10, 2013 and directed staff to provide an annual update on the City's water
supplies and demands. Relevant conclusions of the 2013 CWRR as well as the subsequent
annual reports are summarized and form the basis for this evaluation.

To assure that new development does not adversely affect the water supply or water supply
reliability of the City's existing customers, Ventura Water desires to implement a water rights
dedication and water resource net zero fee ordinance and resolution. The objective of these
actions would be to assure that adequate waler supplies are avallable for proposed new or
intensified developments without adverse impacts to the City's existing customers or approved
new developments, Developers could dedicate adequate water rights to support a proposed
new or intensified development, implement extraordinary onsite or offsite conservation
measures, andlor pay a net zero fee so that the City could develop the necessary water

' City of San Buenavantura Water Mastar Plan, 2011.

Evaluation of a Waler Resource Net Zero Fee — March 2076, Revised May11, 2016
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supplies. Accordingly, this study addresses the technical basis for the water resource net zero
fee.

1.2 Scope of Services

To develop the technical basis for the net zero fee, the following scope of services was
developed:
Meat with City staff to idenfify policy issues associated with a net zero fee.
2. Assist City staff with presentations to the City Water Commission,
Describe potential additional water supplies identified in the City's capital improvement

L

program.
Identify the probable cost of developing each of the identified potential water supplies.
Recommend a water resource net zero fee,

Summarize the evaluation in draft and final reports.

Work with City staff and legal counsel to develop a water dedicafion and net zero policy
and fee ordinance,

N oo

8. Aftend community workshops on an as-requested basis.

The assumptions, approach, and methodology are intended to be consistent with the policy
guidance provided by the City's Water Commission.

Evaluation of a Water Resource Net Zero Fee — March 2016, Revised May11, 2016
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Section 2: Summary of Current and Estimated Future Water
Demands and Supplies

The City's water supply is currently being used at nearly full capacity. Based on a review of the
previous water demand projections and a delailed evaluation of historical water demands, the
Final 2013 Comprehensive Water Resources Report (CWRR) indicates that the calendar year
(CY) 2012 water demand including a 6.5 percent water loss factor was 18,004 acre-feet per
year (AFY). The recommended baseline water demand for existing conditions {utilizing the
most recent S-year average, CY 2008-2012) was set at 17,601 AFY. Based on the estimated
water demands of approved and yet unbuilt new developments as of December 31, 2012, the
Final 2013 Comprehensive Water Resources Report projected the near-term water demand fo
grow to 18,643 AFY by 2019,

The Final 2013 CWRR summarizes the City's current available water supplies as 5,000 AFY
from Casitas, 4,200 AFY from the Ventura River (Foster Park), 4,000 AFY from the Mound
Groundwater Basin, 4,100 AFY from the Oxnard Plain Groundwater Basin, 1,600 AFY from the
Santa Paula Groundwater Basin, and 700 AFY of recycled water. Accordingly, the City's current
water supply portfolio totals 19,600 AFY during a normal hydrologic year,

The 2015 CWRR is the latest CWRR and indicates that the CY 2015 water demand including a
6.5 percent water loss factor was 16,995 acre-feet per year (AFY). The reduction in water
demand compared to previous years can be attributed to increased water rates and the City's
request to customers to voluntarily reduce their water usage by at least 10% in response to the
profdonged drought. The recommended baseline water demand for existing conditions {utilizing
the most recent S-year average, CY 2010-2014) was set at 17,167 AFY. Based on the
estimated water demands of approved and yet unbuilt new developments as of December 31,
2014, the 2015 Comprehensive Water Resources Report projected the near-term water demand
to grow to 18,285 AFY by 2022. Accordingly, the City's current water supply of 15,600 AFY
during a normal hydrologic yvear is only 7.1 percent higher than the projected demand. Since
the City's targeted supply buffer is 20% above demand, additional supplies are required.

Evaluation of & Water Resource Net Zero Fee = March 20716, Revised May11, 2076 3
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Section 3: Potential Sources of Additional Water Supply
Development

The City's proposed 2016-2022 Capital Improvement Program (CIP) identifies several programs
that could increase the City's water supplies. Each water supply program generally consists of
several separate CIP projects. The City's CIP planning process occurs every two years and
each of the projects are prioritized for implementation. The CIP includes the following potential
water supply projects:

+ Potable Reuse

+ Foster Park Wellfield Restoration (Foster Park)

+ Reuse of Ojai Valley Sanitary District Effluent (OVSD)

+ Seawater Desalination
The City currently delivers approximately 700 AFY of recycled water from the VWRF for urban
landscape irrigation. Based on the March 2013 Estuary Special Studies Phase 2: Facilities
Flanning Study for Expanding Recycled Water Delivery, the City has several recycled water
options to reduce wastewaler discharges and increase waler supplies, including the Mound

Basin Indirect Potable Reuse (IPR) or Direct Potable Reuse (DPR). The City's CIP currently
includes a Potable Reuse program. The specific projects included in this program include:

* Project ID 74059 Wastewater Plant - Advanced Treatment Potable Reuse

« Project ID 97349 Waterline - Ventura/Oxnard Emergency Water Intertie

« Project ID 74084 Brine Line Ocean Cutfall

« Project ID 74058 Recycled Waterline - Purewater Pipelines

«  Project ID 74070 Treatment - Advanced Treatment Plant Land Acquisition
The total estimated capital cost of this program is $127.8 million (2015) and would have an
eslimated annual delivery capacity of approximately 3898 AFY. The capital cost to be applied to
determine the net zero fee is 65,757,014 since an estimated $62 million (2015) is being
collected through the Estuary Protection Fund.
Production wells at Foster Park were destroyed in previous storm events and the Ventura River
surface water diversion is nol functional at this time. The CIP includes the Foster Park Wellfield
Restoration Project. The increased capacity from the Foster Park/Ventura River facilities is

eslimated to be 2500 AFY. The estimated capital cost of these facilities is § 23,320,000 (2015
dollars).

The feasibility of reuse of the Ojai Valley Sanitary District effluent which discharges to the
Ventura River was evaluated in 2007, The feasibility study identified several uncertainties

Evaluation of a Water Resource Netf Zero Fee — March 2016, Revised May11, 2076 4
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